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REPLY COMMENTS OF BELLSOUTH

BellSouth Corporation, on behalf of itself and its affiliates ("BellSouth") hereby replies to

the Comments filed in response to Petitions for Reconsideration in the captioned proceeding.

BellSouth replies to the Comments of the Puerto Rico Telephone Company ("PRTC"),

which addressed the Petition for Reconsideration filed by Aliant Communications Co. ("Aliant").

In its Petition, Aliant asked the Commission to clarify that in connection with the

implementation of the separate subsidiary requirement mandated by the Commission, Aliant is

permitted to remove the assets being spun-off into a separate subsidiary at net books cost, rather

than at the value that would result from application of Section 32.27 of the Commission's Rules. l

PRIC agrees with Aliant's request, and asks that the ruling apply to all similarly situated local

exchange carriers ("LECs"), including PRTC. BellSouth agrees with the requests of Aliant and

PRTC.

Aliant Petition at 1.



This issue is governed by the Court of Appeals' ruling in Illinois Public

Telecommunications Association v. FCC, 117 F.3d 555 (1997)("IlIinois"). In Illinois, the D.C.

Circuit addressed the appropriate accounting treatment for industry restructures mandated by the

government. Illinois dealt with the implementation of the Commission's Payphone Order.2 In

that decision, the Court held that the Commission' s affiliate transaction rules do not apply to

mandated industry restructures. Rather, the assets involved are to be valued at net booked cost,

in accordance with Generally Available Accounting Principles ("GAAP"). The Court's decision

is equally applicable here. The Commission has mandated that the wireless assets of an LEC be

transferred to a separate subsidiary as a safeguard against improper cost allocations between the

wireless and wireline aspects of the company's operations. There is no change of ownership of

the assets, and no gain or loss results from the transfer. Under such circumstances, GAAP

requires that the transfer take place at net book cost.

In any event, as PRTC points out. wireless assets of the LECs are already classified as

"unregulated" for accounting purposes. Therefore. the customers of wireline telephone service

have borne none of the risks associated with wireless operations, and therefore, under well settled

principles oflaw, are not entitled to any of the gain that would accrue upon the disposition of

those assets.} For that reason, neither Section 32.27 of the Commission's Rules, nor the

exogenous cost rules applicable to price cap LEes, 47 C.F.R. § 61.45(d), are applicable to these

transactions.

2

See Democratic Central Committee v. Washington Metropolitan Area Transit
Commission, 485 F.2d 786.806 (D.C. Cif. 1973). cert. den., 415 U.S. 935 (1974).

Implementation of the Pay Telephone Reclassification and Compensation Provisions of
the Telecommunications Act of 1996, CC Docket No. 96-128, Report and Order, 11 FCC Rcd
20541, recon., 11 FCC Rcd 21233 (1996) ("Payphone Order").
}
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The Commission should grant Aliant's Petition for Reconsideration and declare that the

transfers mandated in the Order are to be valued at net book cost, and that no exogenous cost

adjustment is required for price cap LEes.

Respectfully submitted,

BELLSOUTH CORPORATION
By its attorneys,
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M. Robert Sutherland
Richard M. Sbaratta

Suite 1700
1155 Peachtree Street, N.E.
Atlanta GA 30309-3610
(404) 249-3386

February 20, 1998
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CERTIFICATE OF SERVICE

I do hereby certify that I have this 20th day of February 1998 served all parties to this

action with a copy of the foregoing REPLY COMMENTS OF BELLSOUTH by placing a true

and correct copy of the same in the United States Mail, postage prepaid, addressed to the parties

listed on the attached service list.
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Michael S. Pabian
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